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INTRODUCTION 
Methods of cost analysis and control have long 
been ess~ential tools of industrial management, and the 
principles which underlie c~st accounting have bean direc-
ted, for the mos~ part, toward the operations and problems 
peculiar to industrial organization. While it is true that , 
in these operations cost accounting methods have found, 
and continue to find, their greatest application and high-
est degree of specialization, there is nothing whatever to 
indicate that similar methods cannot be employed to great 
benef':it by institutions entirely different in nature and 
operating under distinctly different conditions. 
The theory of cost accounting is based on the 
presumption that maximization of' profit is the goal of' in-
telligent management. It will be appreciated by the reader 
that a maximum profit is achieved only where costs and ex-
penses are fully recognized and controlled. Thus it is to 
say that maximization of income and minimization of expense 
are but two sides of' the same coin. As the profit-motivated 
concern seeks to promote a higher profit, the charitable, 
educational, or service institution seeks to incur a lesser 
cost. In all cases, then, some form of cost analysis and 
control will be found highly advantageous and desirable. 
The problem becomes one of adapting principles and methods 
to a given situation. 
Banking institutions are among those which may 
benefit to a considerable degree by the adoption of suit-
able cost accounting procedures. For a number of reasons, 
however, institutions of this nature have been slow to 
recognize the advantages of cost analysis and control. It 
is only within the last few years that bank management on 
the whole has become significantly aware of the need for 
some t ype of control over costs. An increase in competition 
has been an important factor in the trend toward cost-
consciousness, and this competition has been most keenly 
felt i n the field of savings. Consequently, it is the 
savings bank in particular which should be most concerned 
with cost analysis in attempts to attract deposit funds 
through higher dividend declarations. 
Principal objections raised to the adoption of 
cost accounting procedures are that they are complex, time-
consuming, and expensive. The smaller banks in particular 
£ind this to be of greatest concern, and yet it is in these 
smaller banks that cost analyses and the resulting effi-
ciencies of operation are often of serious import to the 
institution and to the community which it serves. Espe-
cially in our own New England area, the medium-sized and 
smaller mutual savings banks represent a significant amount 
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of the savings media of smaller communities. 
As to the complexity of systems and methods de-
signed to reduce costs, that is a factor which depends in 
great measure on the size of the institution and the extent 
and detail of the information desired. It is not true that 
all such systems are alike, but rather is it true that each 
system is designed for a particular situation and may con-
form to the desires and the needs of individual bank manage-
ment. The system itself cartainly need not be complex; all 
that i s required is a certain accuracy and attention to d•-
tail sufficient to make the results of a atudy meaningful. 
The methods used in analyzing and interpreting 
cost data can also be designed to give the most valuable 
results at the least expense ot tiae. ~o a great extent 
the detailed gathering of costs can be accompliahed in the 
ordinary bookkeeping operations during the period under 
study. Additional time spent in end-of-period work ahould 
be sufficiently rewarding, or the aystem is best forgotten 
at the outset. 
It ia readily agreed that costing methoda, includ-
ing the detail.ed gathering of costs, their proper h.andl.ing 
and interpretation, w·ill entail additional costs over and 
above the normal expenses of operation; but experience has 
shown, and common sense will attest, that an investment 
in cost analysis reaps large dividends in the form of lower 
overall costs, more efficient management of funds, soundly 
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directed banking policy, and a consequently higher interest 
return to depositors. 
It is the purpose of this paper to stimulate in-
terest in cost analysis and control on the part o£ bank 
management, and to present and discuss many of the principles 
of cost accounting and their application to the canking in-
stitution. The value of a system of cost analysis and control 
lies not only in its adherence to exacting theory, but in 
its ability to fit a practical situation with a maximum 
benefit for the cost incurred in its adoption and operation. 
It is with this thought in mind that the cost procedures 
outlined and advanced herein are presented. This presenta-
tion does not cover every possible problem connected with 
bank cost procedure, but it is hoped that, on the whole, 
the coverage is sufficient to indicate a cost procedure 
which will lend itself readily to savings bank operations. 
While this paper is directed at the operational 
characteristics of the mutual institution, many of the 
principles on which it is based are eminently well suited 
to other types of savings institution as well. One of the 
salient differences is seen to be that o~ applying income 
to the class of funds from which it arose, a prob~m 
facing institutions which derive funds from capital invest-
ment aa well as from savings deposits. 
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I. THE MUTUAL SAVINGS BANK PICTURE 
History of Mutual Banking 
It is not possible to place accurately the first 
mutual savings bank, either in point of time or country of 
origin. It is reasoaably certain, however, that mutual 
banking started em the continent of Europe in the early 
seventeenth century. At this time mutual banks were far 
different from anything in existence today; while it was 
their policy to accept deposits for safekeeping, there was 
no attempt at investing the funds accumulated, and the only 
dividends paid were from charitable sources entirely. 
Mutual banking was carried on under the auspices of the 
church, and the depositors relied solely on the generosity 
of those instituting the banks and those who subsequently 
subscribed to them. 
It was in the year 1810 that the first true mutual 
bank appeared.* This institution was established in Ruthwell, 
Scotland, and it embodied most of the same principles which 
govern mutual savings banking at the present time. Savings 
were accepted for deposit, and while the security of the 
* :5, P. 4:6. 
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funds was, then as now, of primary concern, investments were 
actually made to yield a small but attractive profit. When 
other institutions had long since become inoperative, the 
Ruthwell bank was seen to prosper; its deposits soon doubled, 
then tripled. Within six short years the Ruthwell bank had 
become the forerunner of the mutual savings bank movement 
in this country. 
A public notice first appeared in the December, 
1816 i ssue of the CHRISTIAN DISCIPLE in Boston, announcing: 
n ••• it is proposed to form an institution 
in Boston for the security and improvement 
of the savings of persons in humble life 
and required by their wants and desires. A 
meeting of this has been called and a 
large and responsible committee appointed 
to apply to the legislature (now in 
session) for an active incorporation and 
to digest su~table rules and bylaws to be 
proposed •••• Similar institutions exist in 
England and Scotland •••• "* 
An act incorporating the Provident Institution for Savings 
in the Town of Boston was passed on December 13, 1816. 
Emerson w. Keyes has pointed out that " ••• this was the first 
9 
public act of legislation in the world which recognized the 
beneficial characteristics of savings banks and invested them 
with the sanction and protection of law."** 
Massachusetts was thus the first state to incor-
porate a mutual savings institution, although the commence-
* 3, Pp. 46-47. 
** 3 1 P. 4'7. 
ment of business did not begin until the following spring. 
·Pennsylvania was the first state in which a mutual bank was 
operat ed; the Philadelphia Savings Fund Society opened its 
doors for business on September 2, 1816.* 
The immediate success of these first institutions 
was responsible for a period of rapid growth of mutual banks 
throughout the eastern sector of the country. The growth of 
mutual banks, their deposits, and their depositors is indi-
oated in Table I, page 11. 
According to Lintner, there were three principal 
reasons for this growth period in the history of mutual 
savings institutions: (l) the need among growing numbers of 
people in the industrial east for thrift services, (2) the 
convenience and flexibility of the savings bank account, 
10 
and (3) the existence of a group of leaders who felt a strong 
civic responsibility and ~o were willing to devote of their 
time and energy.** 
Recent growth of mutual savings is evidenced by 
an increase in mutual bank deposits of $1.4 billions during 
the first nine months of 1953, as compared with an increase 
o£ $1.3 billions during the same period of 1952.*** 
* 3, P. 47. 
** 3, P. 50. 
*** 9, P. 87. 
TABLE I 
MUTUAL SAVINGS BANKS IN THE UNITED STATES 
1820 - 1945 
Number Amount o-r Number or 
or Regular Deposits Regular Depositors 
Year Banks tin millions ) (in thousands) 
1820 10 • 1 9 1825 15 3 17 
1830 36 7 38 
1835 52 11 60 
1840 61 14 79 
1845 70 25 145 
1850 108 4:3 251 
1855 215 84 4:32 
1860 278 149 694 
1865 317 243 981 
1870 517 55{} 1,631 
1875 674 850 2,170 
1880 629 783 2,336 
1885 646 1,015 3,071 
1890 637 1,336 3,765 
1895 664 1,596 4:,394 
1900 652 2,134 5,370 
1905 668 2,737 6,464 
1910 638 3,361 7,482 
1915 630 3,951 8,306 
1920 620 4,806 9,455 
1925 611 7,349 10,616 
1930 606 9,384 11,895 
1935 571 9,829 13,213 
1940 551 10,618 13,494 
1945 534 15,332 13,905 
SOURCE: Jolm Lintner; MUTUAL SAVINGS BANKS IN THE SAVINGS 
AND MORTGAGE MARKETS; Page 49. 
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Trends in Mutual Banking 
In considering the future of mutual banking in the 
areas where it has prospered in the past, it is significant 
to recognize several factors which have been quite directly 
related to the growth in both amount and number of deposits 
in previous periods. 
One important factor in the growth of these insti-
tutions is that of a changing population. At the onset of 
the mutual type of bank in this country, population growth 
and concentration was heaviest in the eastern sections of 
the continent. Gradually, with the opening of the west, 
12 
this trend reversed itself. At the present time, figures 
indicate that the population of the New England states, and 
that of the New England and Middle Atlantic states taken 
together is decreasing as a percentage of total national 
growth. These declines reflect both the substantially lower 
reproduction rates in these areas and the continued reduction 
of net foreign immigration. Table II on page 13 indicates 
this trend in tabular form. 
A shift of this nature in population growth has 
the er£ect or shirting the savings market, for the savings 
market lies most favorably with the -new potential users of 
thrift facilities in the areas of most rapid growth. 
Another factor to be considered ia the median age 
of persons in the mutual bank areas. The proportion of the 
TABLE II 
POPULATION GROWTH IN NEW ENGLAND, 
THE MIDDLE ATLANTIC STATES, 
AND THE UNITED STATES 
1880 - 1945 
1880 1910 1920 1930 
- -
Numbers in Thousands: 
New 
England 4,010 6,553 7,401 8,166 
Middle 
Atlantic 10,497 19,316 22,261 26,261 
Sub-
total 14,507 25,869 29,662 34,427 
United 
States 50,156 91,972 105,711 122,775 
Percentages of Total United States: 
New 
England a.o % 7.1% 7.0% 6.7 % 
Middle 
Atlantic 20.9 21.0 21.1 21.4 
Sub-
tot al 28.9 28.1 28.1 28.1 
13 
1940 1945 
8,437 8,904 
27,540 28,360 
35,977 37,264 
131,669 139,905 
6.4 % 6.3 % 
20.9 20.3 
27.3 26.6 
SOURCE: John Lintner; MUTUAL SAVINGS BANKS IN THE SAVINGS 
AND MORTGAGE MARKETS; Page 56. 
population in the age group over 65 ia significantly higher 
in the New England and Middle Atlantic States than in other 
sections of the country. Although the difference has become 
less pronounced in the last five decades, a special study of 
Massachusetts population changes in the ten years from 1940 
to 1950 indicates that the number of persons in this over-65 
group is once again on an upward trend. 
The significance ~r this factor is more evident 
when we consider that at or about age 65 most persons tend 
to become users of accumulated savings, rather than the 
savers they had been. Thus there is not only the reduction 
of savings deposits caused by a decrease in earning power, 
but an additional deduction in the form or withdrawals of 
savings previously accumulated. 
This single population factor becomes a signifi-
cant threat in the savings picture. Relatively speaking, 
there are fewer persons in the productive age group where 
aavings are the result of earnings in excess of immediate 
needs, and more persons in the non-productive group whose 
immediate needs exceed their earnings, requiring them to 
draw against savings accumulated over prior periods of 
earning capacity. 
Per capita incomes are also an important factor 
in determining the savings market. These h.ave been, and 
continue to be, considerably higher in the mutual b&nk 
sections of the country than in others. However, the rate 
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of increase in per capita incomes, as compared with the rate 
in the rest of the country, is declining in the New England 
and Middle Atlantic states. 
While per capita incomes have been historically 
much higher, as one might exp~ct, in the industrial east, 
the increased settlement and industrialization of other 
areas have caused the differences to become continually 
less. As a consequence, the ultimate effect is to provide 
15 
a greater savings potential outside of the mutual bank states. 
These factors are all of considerable importance 
to savings bank management, because they serve to define 
the practical boundaries of the aavings market. It is the 
problem of bank management· to continually and effectively 
promote the services to the saving public within these 
boundaries. In substance these forecast limitations on an 
ever-expanding savings market are but another strong argu-
ment for control or costs as at least a partial answer to 
increased savings, increased services, and increased profits. 
Current Problems in Mutual Banking 
Throughout the entire history of mutual banking 
in this country, the sound structure and maximum safety of 
the mutual bank bas been a prima factor in its appeal to the 
saving public. Through its strength and continued success 
in the banking field, the mutual institution has held a 
favorable position among all thrift institutions. 
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In more recent times, however, other institutions 
for thrift and savings have played an increasingly large part 
in the overall picture. Cooperative banks and savings and 
loan associations have become prominent in this field, and 
the factors of strength and historical safety of the mutual 
institutions are fast disappearing as competitive advantages. 
The increasing incidence of credit unions has had 
an effect on the savings market, noticeably in the lower and 
middle income groups. This effect is not solely one of savings 
potential but of loan and investment outlets so necessary to 
the complete banking eyole. Thus the competition among 
savings institutions becomea a double-barreled threat to the 
mutual banks, striking at the heart of its two most important 
levels of operation. 
The savings departments of commercial banks, though 
accounting for much of the aggregate of all thrift funds, do 
not pose nearly aa great a threat to the savings institutions 
as one might on first thought suppose. Commercial bank 
savings departments are not able to offer a dividend or 
interest rate as high as those common to savings banks. or 
princip1e significance in this respect is the fact that the 
turnover of savings deposits in commercial banking institu-
tions is roughly twice that of mutual bank deposits. A 
recent survey indicates that the turnover rate in commercial 
institutions as a whole is between 50 and 54 percent, while 
the rate for mutual savings banks is approximately 26 percent. 
This low rate of deposit turnover--a complete turnover 
only once in four years--is cited as the greatest single 
factor contributing to a mutual bank's profitability.* 
Another important factor in the savings picture, 
and one perhaps not often associated with the deposit of 
thrift funds, is life insurance. Considering all thrift 
institutions aa a group, life insurance companies hold a 
substantially larger share of all the savings placed with 
major private institutions. In Table III, page 18, will 
be found a seriea of comparisons between amounts of life 
insurance in force and total savings deposits. While 
savings in life insurance and in mutual and other types 
of savings banks are not strictly comparable, owing to the 
factor of protection purchased in a life insurance contract, 
it is significant to note the relative savings value of 
each. It should be remembered that life insurance in force 
represents future claims of policyholders rather than our-
rent equities in the insurance. 
The mutual banks, in their attempt to expand and 
diversify operations in search of wider markets, have 
o£rered savings bank li£e insurance in direct competition 
with underwriting companies. Although some institutions 
aet as agents for established life insurance companiea, 
the accent is on insurance originated within the banks. 
* 7, P. 84. 
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Year 
1840 
1850 
1860 
1870 
1880 
1890 
1900 
1910 
1920 
1925 
1930 
1935 
1940 
1945 
18 
TABLE III 
LIFE INSURANCE IN FORCE AND TOTAL SAVINGS 
IN DEPOSITORIES IN THE UNITED STATES 
1840 - 1945 
Life Insurance Total Savings 
in Force DeEosita 
$ 10,000,000 $ 14,000,000 
69,000,000 43,000,000 
180,000,000 149,000,000 
2,263,000,000 550,000,000 
1,602,000,000 895,000,000 
4,050,000,000 1,813,000,000 
8,561,000,000 3,077,000,000 
16,404,000,000 5,982,000,000 
42,281,000,000 13,079,000,000 
71,690,000,000 23,:365,000,000 
107,948,000,000 29,966,000,000 
100,730,000,000 24,508,000,000 
117,79-i,OOO,OOO 27,984,000,000 
155,723,000,000 50,527,000,000 
SOURCE: John Lintner; MUTUAL SAVINGS BANKS IN THE SAVINGS 
AND MORTGAGE MARKETS; Page 68. 
Although savings bank life insurance is subject to rather 
strict limitations and closely guarded by •tate legislation, 
its relative importance in the field is appreciated when 
one considers that the total assets of lite insurance de-
partments of mutual savings institutions in Massachusetts 
alone exceeded $98 millions on October 31, 1952.* 
The foregoing comments relative to savings insti-
tutions and some of the problems currently faced serve to 
indicate that a point is ultimately reached when potential 
is curbed by the outermost boundaries of the savings market. 
Consequently a peried is reached where revenues are limited 
by factors apart from banking policy and beyond the control 
of bank management. It is in anticipation of such a time 
and such a situation that methods must be developed where-
by profits may be increased in the absence of an increase 
in revenues. As with many another type of operation, 
whether it be manufacturing, distributing, selling, or 
servicing, one important answer lies in reduced costs. 
Thus the banking institutions must rely on cost analysis 
and control to combat the ever-increasing effects of com-
petition and th$ inevitable limitations inherent in the 
growth of gross revenues. The result must be evidenced 
in more intelligent and considered deposit, lending, and 
dividend policies designed to pass along the greatest 
tangible benefits to the savings-minded public. 
* 12, P. 207. 
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II. COSTS IN THE MUTUAL INSTITUTION 
Functional Nature 
The predominant aspect of a system of cost analysis 
is that of treating costs as being a part of or relating to 
certain specific operations. In general one thinks of costs 
as being classified according to source or nature, as sala-
ries, as insurance, or as depreciation. To a great extent 
these are the only types of costs which meet the public 
eye in published reports or statements, and certainly this 
type or classification facilitates the keeping of accounting 
records, since it measures costs in the manner in which 
they are incurred and paid. 
'!'0 be useful in the type of cost analysis which 
will be discussed here, costs must be classified according 
to the nature of the function or the operation in which 
they are incurred. Thus the basic nature of the cost is of 
secondary importance, and the relationship which it bears 
to the operating structure or the institution is of para-
mount concern. 
When costs are detailed, analyzed, and appro-
priately applied to the several functional units in the 
institution, they are subject to control by bank manage-
20 
ment and provide a basis for sound banking policy on a 
departmental level. 
Consideration should first be given to the nature 
of mutual banking in terms of the functions which make up 
its departmental operations. It ia to these departmental 
operations that all costs must ultimately be charged, and 
from which are determined the results of the banking opera-
tions as a whole. 
Savings Deposit Function 
Of primary importance to any banking institutioD 
is the aavings deposit department. It is here that funda 
are received for safekeeping, and upon which depositors hope 
to earn dividends. The savings deposit department is res-
ponsible for the receiving and disbursing of deposit funds, 
for the accounting necessary to properly segregate and main-
tain customers' balances, for t he declaration and payment 
of dividends, and for sundry services provided to the bank's 
depositors. 
The costs associated with the savings deposit 
department are both direct and indirect. Direct costs are 
those incurred in the department, directly related to its 
services, and chargeable in entirety against its operations. 
Indirect costs are incurred elsewhere, and yet related in 
some degree to the services of the department; to this extent 
a portion of indirect costs are chargeable to the depart-
ment's operations. 
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Some costs of the savings deposit department are 
directly related to the number of accounts opened and main-
tained; these are referred to as account or basic costs. 
Other costs are related to the amount of activity in the 
accounts during a period of time, such aa deposits, with-
drawals, or acc-ommodation cashing of checks for depositors; 
such costs are considered activity costs. Still other costa 
are more nearly related to the amount or funds on deposit 
at a given time or for a given period; these are size costs. 
22 
Account or basic costs are incurred when an account 
is initially opened; activity costs are incurred when depos-
its and withdrawals are made; and size costs are incurred 
when insurance protection is provided for the funds. If 
costs are sufficiently detailed and localized in the analy-
sis, each account will tell its own story of profitability. 
This is becoming of increasing concern to many banking in-
stitutions, as evidenced by the importance placed on deposit 
account analysis by many banks and banking associations. 
Some aspects of this type of analysis will be discussed 
further in a later section. 
When a detailed analysis of costs has been made, 
and all appropriate costa applied to the savings function, 
a net cost of that department's operations is realized. 
This is necessary to the type of breakdown described in the 
preceeding paragraph, and yet fully as important in deter-
mining the cost of available funds which must be allocated 
to inve.stment departments in the institution. Since the 
savings deposit department realizes no revenues, other than 
minor items which are in reality deductions from cost of 
services, its cost must ultimately be set off against the 
revenues in other departments. In that the savings deposit 
department supplies investing functions with the funds nec-
essary to their individual operations, this cost of funds 
must be allocated to investing functions on a basis which 
will measure their utility. Such a measure is provided by 
the amount of funds themselves. If it is possible to gather 
costs of the savings department into one figure, then it is 
a simpl e matter to relate this cost to the amount of funds 
on hand during the period, or better, to the amount of funds 
invested during the period. Since there will be some varia-
tion between funds of the savings department and funds in-
vested by other departments, due to the necessity for a 
certain cash reserve, an allocation baaed on invested funds 
will fully absorb all such costs. In order to allow for 
seasonal abnormality, the allocation must be baaed on an 
average of monthly investments over the period under con-
sideration. A figure may be obtained which represents the 
cost per dollar of investment, and thia in turn is allocated 
to each investment function. 
Investment Function 
The investment function consists of securities 
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transactions, mortgage and personal loans, and in certain 
cases, investment in the banking premises. Certain direct 
and indirect costs pertain to these investing operations, 
as well as those apportioned costs of the savings deposit 
department discussed above. The degree to which these costa 
will be allocated among various types of investments will 
depend on the detail desired in the final analysis. The 
effect in any case will be to determine the profitability 
of the various investment operations after due allowance 
for all applicable costa. 
As in the savings department, costs may vary with 
the number of transactions, with the amount of the invest-
ment, or to some degree with both. Again we see the impor-
tance of analysing each cost in the department as a more 
effective step toward control of total costa. 
Other Functions 
In addition to the two basic aspects of savings 
banking and investing, the mutual bank may provide a safe 
deposit service to its customers. This is to be treated 
as a separate operating function for costing purposes, as 
its revenues are distinct, and its costs may be isolated. 
The safe deposit department is responsible for the safekeep-
ing of personal valuables other than savings on deposit, 
and consequently much of the cost of vault space will be 
allocated to this function. Since in most eases the proper 
allocation of costs will disclose that this department 
24 
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operates at a loss, it would be highly improper to allow 
these costs to be absorbed in the operations of other depart-
ments. Of course the net loss, where it does appear, will 
be eventually offset against other net profits, but in the 
initial steps this loss must be clearly set out in the work-
ing papers and cost reports. Thus each department will 
essentially stand or fall on its own feet or under its own 
weight, and management will be advised of conditions as they 
truly are, and not as they may appear to be. 
Many mutual savings institutions operate life 
insurance departments as well as the more familiar strictly 
banking service departments. In these instances, it is of 
considerable importance to segregate coats. The banking 
authorities require that this be done in the interests of 
the policyholders, as well as in the interests of the in-
stitutions themselves. In instances where such department& 
are operated by the mutual institutions, some system of cost 
analysis is necessarily in effect, and with a minimum of 
effort and expense, it can be broadened to include all 
banking services as well. 
Each banking institution, with its diversity of 
functional and income producing operations, must rely on 
certain service departments to supply subfunctional aid in 
support of primary operations. This is more true of the 
larger institutions than of the small. Such functions as 
auditing, accounting, communications, building service, and 
maintenance and repair are in the nature of service opera-
tions. Their existence is essential to all of the primary 
departments of the bank, and their costs are properly costs 
of all departments which rely to any extent on such services 
performed. 
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The expenses involved in heating and lighting the 
building wherein operations are carried on are essentially 
expenses of each function which occupies said building. The 
services of the telephone switchboard operators are provided 
to · all functional departments, and the coat of these aer.vices 
must be appropriately applied to each department in relation 
to the services ·so obtained. 
For purposes Of cost allocation, these several 
service departments can be set up separately to accumulate 
costs later to be apportioned as a whole to other functions. 
Each is treated as a distinct unit in the allocation process, 
and all sueh service costs are then applied against the in-
come producing departments to effect a final and accurate 
matching of costs and revenues. This procedure is illus-
trated in the expense allocation summary at page 52 and will 
be rurther discussed in the chapter dealing with the alloca-
tion of all types of banking expenses. 
Having covered to some extent the essential char-
acteristics and functional nature of the mutual type of 
banking institution, and the nature and disposition of the 
costs inherent therein, a logical succession would require 
a more detailed review of specific costs and expenses in-
curred in banking operation and a discussion of the factors 
which govern their allocation to the various departmental 
divisions of the institution. 
In chapter III most of the expenses to be found 
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in this type of operation are expanded in discussion, and the 
essential qualities of each will be a determining factor in 
their ultimate, as well as immediate, disposition. The costs 
included are intended to be representative of those common 
to mutual banking institutions, and their treatment is felt 
to be in accordance with proper cost allocation procedure. 
Closing the chapter on allocation of expenses will 
be found an illustrative expense allocation summary, indicating 
the workpaper treatment of expense items on a departmental 
basis. Such a treatment is essential to the preparation of 
a departmental profit and loss analysis, and is conducive to 
intradepartmental analysis of costs. 
III. ALLOCATION OF EXPENSES 
Nature of Expenses 
In order that expenses may be properly allocated 
to functional and service departments, consideration must 
be given to their nature as operating costs. Some costs 
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are directly associated with specific departments, and there 
is no problem in allocating them directly to the departments 
concerned. Bad debt expense is such a cost, and it is, of 
course, associated with the investment department and more 
specifically with the loan division of that department. 
Advertising expense, on the other hand, is more often than 
not an indirect expense and not related specifically t o any 
one department. By its very nature it is marked as one cost 
which ~1st be allocated in some way to all of the departments 
of the bank which deal with the public. Another ind~rect 
cost, and one whiah is less subjeat to arbitrary allocation, 
is depreciation. Though this type of expense is not directly 
attributable to any specific department, its allocation to 
departments is based on :fact rather than fancy and is rather 
strictly circumscribed by the limitations of the depreciable 
property in question. 
Thus it is seen that costs ar~ essentially of three 
types: those which are direct costs of a specific operation 
and allocable accordingly; those which are indirect and sub-
ject to certain rules of apportionment; and those which are 
indirect and subject primarily to good judgement in appor-
tionment. 
Advertising 
In this classification is included all of the 
expenses of newspaper, billboard, radio and television ad-
vertisements, in addition to expenditures for bank publica-
tions such as blotters, pamphlets, and calendars. 
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The basis on which advertising is to be charged 
to the various departments of the institution depends in 
great measure on the purposes for which the expenditure was 
undertaken. Some advertising is directed toward familiariz-
ing the public with certain specific functions of the organi-
zation, while other advertising is of a general nature and 
promotes the operations of the institution as a whole. 
Some authors feel that all advertising expense is 
essentially institutional in nature. It is argued that even 
the specific departmental advertising tends to benefit the 
bank as a unit, and should therefore be treated as a general 
indirect expense. This assumption does not seem justified, 
when it is considered that all costs, whatever their source, 
tend to benefit the operations of the entire institution. 
It would appear that where it is feasible to differentiate 
between specific and institutional advertising, the specific 
expenses should be treated as direct costs of individual 
departments. 
The allocation of general advertising expense on 
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an indirect basis is subject to a degree of judgment on the 
part of the cost analyst. Where the budget provides certain 
amounts for each department, this should be a reliable guide 
in apportioning the cost. If there is no budget, or in the 
more common instance, when the budget does not provide for a 
departmental breakdown of advertising expense, a measure of 
customer attraction may provide a suitable basis for the 
allocation. Such a measure is of course subject to argument, 
but what better measure of the effectiveness of the adver-
tising than the increased patronage · resulting therefrom? 
If it can be assumed that increased patronage will result 
from increased advertising expenditures, and this is the 
premise on which advertising is based, the cost of adver-
tising may well be allocated to the various departments in 
proportion to its results. When advertising has been speci-
fically identified with a particular department and no results 
are evident, such expense must be considered as a cost of 
that department nevertheless, and proper consideration must 
be given to advertising policy in future periods. 
An apportionment of general advertising expense 
might be IDased on the number of deposit accounts opened in 
the savings department and the number of loan applications 
received in the investment department. All should be con-
sidered in the light of good judgment, however. Where such 
an allocation would produce results which were felt to be 
entire l y out of line with the facts, such modifications 
should be made as would be consistent with reason and sound 
business sense. 
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Advertising charged to the savings deposit depart-
ment becomes an account cost in that department. It is felt 
by some that such charges should be made against the new 
accounts opened during the period under study, on the theory 
that existing accounts should not be burdened with the costs 
incurred in attracting new depositors. An opposing argument 
is supported by the fact that increased saving in established 
accounts is often encouraged through advertising, especially 
when that advertising announces a higher dividend rate. To 
arbitrarily set all advertising as a cost of new accounts is 
to take little cognizance of the facts of the case. For 
purely practical purposes, no distortion is introduced if 
advertising costs are allocated to all accounts in existence 
at the time of the cost study. It is to be assumed that 
advertising charges do not fluctuate greatly, and that deposit 
accounts do not increase or decrease markedly over a 
moderately short period of time. 
Bad Debts 
Bad debt costs are a direct charge against the loan 
division of the investment department. It is important in 
this consideration to determine an accurate charge for each 
period, since bad debts may not be evenly distributed from 
one period to the next or bear any definite relationship to 
the accounts outstanding at any one time. The establishment 
of a reserve or provision in the accounting records for bad 
debt losses is a refinement recognized in many concerns and 
throughout the accounting profession. This serves to recog-
nize losses when they are incurred and not when ultimately 
determi ned to be uncollectible. It also has the effect of 
levelirlg the rather erratic charges that otherwise might be 
found in periods varying from good to bad in terms of the 
financial positions of debtors. 
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Where a bad debt reserve is not maintained on the 
books of the institution, or where it is felt that such a 
reserve does not fairly represent the expected losses from 
such debts--perhaps due to ultra-conservatism--an adjustment 
must be made in the expenses of the profit and loss statement 
which will be a reconciling item when the departmental profit 
and loss statement is compared with the published reports. 
Such an adjustment is necessary to the strict accuracy of 
the cost reports, although not essential to the reports o£ 
financial condition and operational results as published for 
the benefit of the banking public. 
Depreciation 
Depreciation of the bank building is a cost to be 
borne by the various functional and service departments which 
occupy it. The manner in which this expense is to be allo-
cated will depend on the area occupied as related to the 
total area which is subject to depreciation allocation. 
Where a building investment account is set up {as described 
under the topic of rent allocation) depreciation can be 
charged against this account and the rental charge allocated 
to all departments will include a portion of depreciation 
as well as other expenses so allocated. 
Depreciation, like other costs of the building, 
is to be charged to occupant departments on a basis which 
will measure the departments' utility of the building pro-
per. Thus a large department, occupying a greater part of 
tHe building area, will be charged with a proportionally 
greater part of the total depreciation cost. 
Depreciation allowances are often at variance 
with rules of accurate cost determination and good account-
ing theory. Randall says, "Many banks make no attempt to 
depreciate their fixed assets on a scientific basis. Some 
banks make substantial writeoffs in times of high earnings 
or when required by bank authorities."* For cost purposes 
it is especially important to determine a reasonably exact 
depreciation charge. 
Where the bank maintains good tax records on 
fixed assets and their related depreciation reserves, 
* 4, P. 47. 
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these may serve as a guide for cost accounting purposes. 
This is true of furniture, fixtures, and equipment, as well 
as for the building itself. 
The manner in which depreciation of furniture, 
fixtures, and equipment is to be allocated will depend pri-
marily on where the items are used. If they are located in 
specific departments and used exclusively within those de-
partments, the charge for depreciation will, of course, be 
made against the departments in question. If, on the other 
hand, such items are centrally located and used by several 
departments intermittently, an allocation will have to be 
made based on the relative use by each department. 
Establishment of a reserve or allowance for de-
preciation in the cost records may result in allocating more 
or less depreciation expense than is shown by the profit and 
loss statement. In such an event, the adjustment necessary 
to bring the depreciation figure up or down to a reasonable 
estimate for the cost analysis will result in a reconciling 
amount to bring the profit and loss statement and the depart-
mental (cost) profit and loss statement into agreement. 
Dues and Subscriptions 
In this category will be found all of the costs 
of memberships in banking associations, subscriptions to 
periodicals, and items of a like nature. 
For the most part, this type of expense is 
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indirectly related to the institution's operations and func-
tions, and it must be allocated to the several departments 
on soma arbitrary basis. Subscriptions to securities reports 
and credit agency reports will be allocable to the loan and 
investment department directly, but such items as memberships 
in banking associations, Chambers of Commerce, and similar 
organizations are general expenses by nature and do not 
consti t ute a direct charge to any particular department. 
The allocation of inairect portions of this ex-
pense will depend on individual judgment in the particular 
instance, but should bear some relationship to the nature 
of the membership or subscription and its relative value in 
each of the institution's departments. 
Examination Fees 
The basis upon which examination fees are charged 
to the bank is a determining factor in this apportionment. 
Since examinations usually cover all of the institution's 
functions, a distributi0n of the cost will necessarily be 
made. 
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If the charge is based on the time spent in exam-
ination, it should be possible to determine from the examining 
authorities an approximation of the time spent in different 
departments. Where the fee is based on the amount of assets 
or on some other factor which is not related to time spent 
in the examination, it is felt that a more reasonable allo-
cation will result if the cost can be broken down into ele-
ments of time. A charge made by examining authorities on a 
basis other than time spent may be reasonable in terms ef 
the bank as an entity, but can bear little relationship to 
departmental charges in the cost records. 
Deposit Insurance 
Deposit insurance is unquestionably a direct 
charge against the operations of the savings department. 
Since it is based on the total dollar amount of the deposits, 
it is to be considered a size cost in the savings department. 
When ro1 analysis of deposit accounts is made, the ~llocation 
of this cost will be in direct proportion to each account's 
dollar balance, or more properly, the average balance in 
the account during the insured period. 
Building Insurance 
Building insurance costs are a charge against 
the legal owner of the property, and where the bank build-
ing is rented or leased they will be of no concern to the 
cost analyst, except in the situation where some agreement 
provides that this cost will be borne by the institution. 
Where the premises are owned by the bank, it is 
suggested that the insurance costs be charged against a 
building uepartment, and subsequently allocated among func-
tional departments in the guise of rent. Such a treatment 
is discussed more fully under the caption of "rent". 
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If such a procedure is not followed, then the 
insurance must be charged against all departments which 
occupy the building in proportion to that occupancy. 
These costs will be treated in the same manner as deprecia-
tion costs, and the amount to be charged a given department 
will depend on that department's area and its use of bank 
building facilities. This allocation follows that of rental 
costs, as well as other expenses of the same nature. 
Insurance on Furniture, Fixtures, and Equipment 
This type of insurance relates directly to the 
departments in which the various items are located or used. 
In instances where pieces ef equipment are centrally loca-
ted or used by more than one department, an allocation of 
· the cost must be made based on the relative use by each 
department concerned. The allocation will follow the same 
pattern as with the depreciation of these items, with the 
exception that insurable values, rather than book values, 
will govern the distribution. Insurance schedules will 
prove to be of considerable help in the distribution if they 
are available. In the absence of any reliable schedules, 
a survey of the equipment in use will indicate a proper base 
for this purpose. 
Fidelity Insurance 
Under a "blanket bond" type of policy, the duties 
of an individual employee are not significant in determining 
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the total cost of the policy. Thus the cost of the insurance 
should be divided among the number of employees covered, and 
a cost-per-employee distributed to the departments in which 
each is employed. Where one employee works in more than one 
capacity in other departments, his share of the cost must be 
allocated to each on the same basis as is his salary. 
Where a "position bond" is in effect, the cost of 
the policy will depend on the function, and not on the em-
ployee as such. Thus a specific charge may be made agmnst 
a department. The cost becomes a direct expense of the de-
partment in question and d0es not follow the employee from 
one department to another. 
Group Li fe and Medical Insurance 
Group life and medical insurance policies may be 
contributory--paid in part by the employee, or non-contri-
butory--paid in whole by the bank. 
Where the employees are insured under a contri-
butory plan, usually a minimum of eligible employees is 
required to participate. The cost of insurance for each 
department of the organization will depend on the number of 
employees insured, the ages of those insured in some cases, 
and the salary levels of those insured. The allocation must 
then be based on these three factors in determining each de-
partment's share of the total cost. 
Where a non-contributory plan is in effect, all 
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employees are covered, and the cost is borne in full by the 
bank. The allocation in this instance may be effected on 
the basis of salary distribution. Although the factors of 
age and salary level are of some importance technically in 
determining the cost of insurance, no significant distortion 
will be introduced if it is assumed that each department's 
share of the total cost is in relation to their share of 
employees. When salaries are used as a base for the distri-
bution, the factor of salary level in the cost computation 
is allowed for, and the only technical incongruity will be 
in terms of relative ages. 
Debtor Life Insurance 
Insurance carried on the lives of borrowers ia a 
direct cost of the lending function, and must be allocated 
to that department of the institution. Within this depart-
ment the cost is dependent primarily on the size of the 
loan, and it is a size cost to be distributed over all out-
standing loans in proportion to their dollar value. 
Postage 
~~ere possible, postage should be allocated to 
departments directly. If postage expense is not determinable 
on a departmental level, an allocation may be based on a 
period study of mailing services. Any postage expense which 
is recovered from customers is to be credited to the expense 
of that department. 
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Rent 
Rent expense is a cost or the building, and like 
buildirtg depreciation or insurance, it is to be allocated 
to the departments which occupy and make use or the premises. 
40 
Where the building is not owned by the institution, 
and a fixed rental is paid under lease, the cost to be dis-
tributed is fixed, and the only concern is with the manner of 
allocating it properly to all departments. Such an allocation 
is bes t based on a study or the building proper and the 
relative sizes of the departments which are located therein. 
In most cases the rent to be charged any department is pro-
perly the total rent expense of the building multiplied by 
a fraction, the numerator of which is the square feet of 
floor space in the department, and the denominator of which 
is the total square feet of usable or rentable floor space 
in the building. Space occupied by elevators, closets, and 
the like are not considered in this computation, and conse-
quently a share of such space is automatically allocated to 
each department. 
Where the banking premises are o~~ed by the insti-
tution, it is suggested that a rental charge be made against 
operating functions as though an actual rent were being paid 
under lease. This amount would be credited to an account 
with some such classification as "investment in building" 
and offset by debits for depreciation, insurance, taxes, 
and such other costs as are consistent with ownership. 
The net debit or credit in this account would 
represent a loss or a profit from the investment in the 
building, and as such would be separately and distinctly 
classified in the departmental profit and loss statement. 
This manner of treatment is supported by the fact 
that there is a definite financial advant.age to be realized 
from owning, rather than renting, property. Where there is 
this advantage, it does not seem equitable for cost purposes 
to allow operating departments of the institution to show a 
reduced cost, and consequently a higher net profit, at the 
expense of deposit funds invested in real property. 
The investment in bank building is just as impor-
tant an investment as those made in securities and loans. 
The amount sunk into banking premises comes from the same 
source as those amounts which are otherwise invested, and 
where there is a gain to be realized, there is every argu-
ment in favor of showing this gain as a profit on invest-
ment in building rather than as a reduced cost in several 
other departments. 
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This problem is of more real concern in stock banks, 
where an investment in building is presumed to be an invest-
ment of capital funds, and other investments are presumed 
to be investments of depositors' (creditors') funds. In 
such an instance there is every need to make a distinction 
between capital funds income and deposit funds income. 
The manner in which the rental charge is to be 
determined depends on the point of view taken by the personne.l 
in charge of the cost analysis. The charge may be based on 
the fair rental value of the property, or it may be based on 
the net depreciated value of the investment and on interest 
rates t o be applied thereagainst. 
Under the first type of valuation it ·is important 
to establish a fair rental value in terms of the rent whi ch 
might be expected to be paid if the property were not owned. 
An independent appraisal may be made by a disinterested 
party, or . the bank's own appraiser may make the decision. In 
any case, the amount established should be reasonable in re-
. lation to rental values of surrounding properties, and with 
due cons ideration to the age and condition of the building. 
Under the second method the base for the rental 
charge i s determined by the net depreciated book value of 
the building and an interest rate to be earned on that in-
vestment. The rental charge arrived at under this computa-
tion should approximate a fair rental charge by the first 
method, else operating departments will bear a charge far 
out of line with reason simply for the purpose of showing 
a profitable position for the building investment. Neither 
method is suggested with a view to forcing a profit or loss 
condition, but merely to separate as cleanly as possible all 
types of income and relate them to appropriate costs. 
It will be noted that, under the second method, 
the rental charge will diminish from year to year as the 
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building depreciates, provided that no adjustment is made in 
the interest rate. Such an adjustment should not be made 
arbitrarily; if interest rates are on an upward trend, as 
evidenced by lending and investments operations, then there 
is some argument fer revising the interest rate applied to 
the building investment. 
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In the event that portions of the banking premises 
are rented to outside interests, an existing basis will 
determine the rental amount to be credited to the investment 
in building account. Thus the gross income of this building 
investment department will include actual rents received in 
addition to the fictional rent which is allocated to operat-
ing departments. Costs debited to the account will, of course, 
include all costs of the property, and not merely the costs 
of the bank-occupied premises. 
Repairs and Maintenance 
Included in this category are ordinary and neces-
sary repairs to the property, periodical maintenance expen-
ditures, and cleaning and janitorial services provided 
continually throughout the building. 
Although this type of expense might be included 
in the distribution of other building costs, it is not in-
cluded in the rental charge, because it is a cost to be 
borne over and above the cost of occupancy. It is allocable 
on a basis similar to rental allocation, dependent on the 
areas serviced by the various types of repair, maintenance, 
and cleaning operation. The amount of labor spent or work 
done in a given department bears a significant relationship 
to the size of that department in terms of floor area. In 
some instances it may be felt that a better allocation 
results from a consideration of cubic volume as well, but 
this is a matter for judgment in individual circumstances. 
Salaries and Wages 
The importance of salary and wage allocation can 
not be too strongly emphasized. Salaries account for from 
fifty to seventy percent of total costs, and failure to 
allocate these expenses properly would almost certainly 
result in invalidating the cost data. Salaries may also 
be used as a basis for the allocation of other types of 
costs, such as pensions, payroll taxes, and certain insur-
ance expenses, and a faulty base for the allocation would 
result in a misappropriation of costs. 
Analysis of salaries in a large institution is 
relatively less difficult than in a smaller bank, since 
there are fewer persons in large banks performing a multi-
tude of operations. In the small bank a relatively few 
persons may account for a wide variety of functions, and 
a thorough study of time and position is essential. 
Many salaries and most wages can be allocated 
directly to specific departments. The few which must be 
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apportioned over two or more £unctions will require care£ul 
study. ·Time analyses may be the most certain method o£ dis-
tributing salary expense under these circumstances. A time 
study over a suf£iciently long period o£ time will determine 
with a considerable degree o£ accuracy the ultimate distri-
bution o£ this expense. 
Salaries o£ officers are not often allocable to 
one specific department of the institution. These must be 
apportioned over several departments, and a more arbitrary 
allocation will be necessary. The £unctions o£ the officers 
must be considered in the light of departments over which 
they may have authority, and to which their services might 
possibly pertain. As with the fees paid directors of trus-
tees, there will be some portion of the salary expense 
which is by nature purely indirect, and for which no rule 
of allocation can be set down. 
Service Contracts 
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Service contracts are o£fered by most major office 
machine companies to c~ver the costs of maintaining and 
servicing customers' equipment. These contracts are usually 
on an annual or semi-annual basis, and the expense of periodic 
service and repair is included in the contract fee. By 
paying a fixed annual fee to cover these expenses, the 
purchaser of equipment tends to equalize the costs of repair 
and upkeep on his o£fice equipment over a period of years. 
Since the service contract is specifically related 
to certftin equipment, its cost may be allocated directly to 
the department or departments in which this equipment is used. 
In the event that one item is used by more than one department, 
an apportionment of the cost is necessary. A study of the 
times in which a piece of equipment is in use by various de-
partments will indicate the proper allocation. 
Equipment in use in service departments, as dis-
tinguished from that used in operating departments, must be 
considered as a charge against the service involved and 
allocated with the other costs pertaining to that particular 
service on the basis in which such service is rendered to 
the operating departments. 
Stationery, Printing, and Supplies 
Some institutions purchase supplies as needed with-
out maintaining a large inventory, while the larger institu-
tions may keep a stockroom well supplied with items of this 
nature. It is important that the cost allocated for these 
supplies be the actual cost of the period under study, with 
due allowance for changes in inventory. 
The net cost of stationery items must take into 
account any recoveries for items charged to customers. 
Supplies expense may be both direct and indirect. 
Many of these items, as evidenced by their form and content, 
are directly chargeable to operating departments, while some 
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items may be used by all departments and will require in-
direct apportionment. Stationery used by officers and their 
secretaries may result in indirect expense, and this should 
be allocated to other departments in much the same manner 
as their time was distributed. 
Small items, such as paper clips, rubber bands, 
erasers, pencils, and ink, are an indirect cost and must be 
allocated on some arbitrary basis. Such an allocation might 
well be based on the direct costs of operating and service 
departments. 
Taxes 
All taxes, except real property taxes which are 
direct costs of the building investment department, are 
considered in this classification. 
Income taxes, in that they are computed on the 
basis of the institution's net operating results, are not 
usually considered as operating costs of individual depart-
ments. Where income taxes are considered in determining 
the ult i mate net profit available for dividends or for 
retention as surplus, an allocation to departments should 
be made in the interests of revealing the effect of income 
taxes on departments with net operating losses. Since a 
loss department "saves" taxes, the effective tax rate must 
be multiplied by the departmental profits and charged 
thereagainst, while a corresponding credit is made against 
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the loss department. This serves to charge profitable d a-
partments with the tax which would have been incurred had 
there been no operating losses, and it gives due recognition 
to the tax-saving effect of a loss department. 
Payroll taxes are an indirect expense to be allo-
cated over all departments on the basis of the salary and 
wage a l location. Since these taxes are incurred on only a 
limited amount of the total payroll, the allocation should 
be made on the basis of actual taxable payroll. Thus 
salaries and wages above the individual maximums should not 
be considered in making this allocation. 
Stamp taxes and other miscellaneous taxes should 
be charged directly to operating departments as indicated 
by their nature. 
Telephone and Telegraph 
This classification includes the billed cost of 
telephone service and equipment, the salaries of switch-
board operators, and other costs incident to the telephone 
service. 
Care must be taken to distinguish between the 
cost of telephone service and the cost of equipment, such 
as extensions and additional lines. In allocating the 
telephone expense to the operating departments, the amount 
of equipment used in each department will govern that 
portion of the cost, while the relative use of that 
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equipment will govern the allocation of the service portion 
of the cost. 
For cost purposes a separate department for these 
expenses may be set up. In this manner costs of other ser-
vices, sue~ as repairs and maintenance or rent, may be allo-
cated to the telephone department, then allocated further 
to operating departments on a basis consistent with the 
allocation of telephone expense. This is illustrated at 
page 52·. 
Travel and Entertainment 
Expenses of this nature are indirect charges to 
operations and must be allocated on some arbitrary basis. 
Where it is possible to designate certain portions of the 
expense as incurred in pursuit of specific objectives, it 
may be possible to make a direct charge against a particular 
department. The unallocated or indirect portion o·r the 
cost may be allocated on the basis of total direct expense 
in each department. 
Summary 
In the illustrative expense allocation summary 
(page 52) the worksheet presentation of operational ex-
penses is indicated. It will be noted that the total 
expense as shown in the first column of the worksheet is 
the total expense per the profit and loss statement, with 
the exception of adjustments for bad debts or depreciation 
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as the individual case may warrant. The allocated depart-
mental expenses(including the net income from the building 
department) is equal to this firBt total. 
Of prime importance in this allocation is the 
order in which individual expenses of the service depart-
ments are re-allocated to the operating departments of the 
institution. A building service department is formed for 
the purpose of gathering certain similar costs preparatory 
to allocating them on a common basis to other departments. 
It will be noted that this column includes group life and 
medical insurance costs incurred by employees on the build-
ing staff, as well as certain direct repairs and maintenance 
expenses. Also included are the salaries and wages which 
are a cost of this type of service, and the payroll taxes 
on these salaries and wages. 
The accounting and auditing department serves to 
illustrate another type of service classification. All 
costs pertaining to this service are gathered under the 
single heading, and the total is distributed on the basis 
by which the service is utilized in other departments. 
Other classi~ications might well be included. 
Telephone and telegraph, since it is a service to other 
departments and yet incurs certain extra costs in· itself, 
could be one of these. 
Since building service is provided to the auditing 
and accounting department in the form of janitorial services, 
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repairs to building or fixtures, or maintenance of a general 
nature, it is closed out in the process first. To close 
account ing and auditing before building service would be to 
close a lesser expense to other departments on the account-
ing and auditing base, and to provide for a greater charge 
against other departments for building expense not allocated 
to accounting and auditing on a base quite improper for its 
nature. In effect, a certain portion of the building expense 
becomes accounting and auditing expense, which must correctly 
be distributed on a basis which will measure the use of the 
accounting and auditing service by other departments. 
In the event that telephone and telegraph service 
is included under a separate heading, it should be closed 
after building expense, but before accounting and auditing. 
This treatment will be appreciated when it is considered 
that building service applies to each function in the build-
ing proper, including telephone and telegraph, while tele-
phone and telegraph performs a service for accounting and 
auditing and no service for the building department. Thus 
each type of expense is allocated to each department to 
which it may properly apply, and each of these in turn is 
allocated to others, the effect being to reduce or completely 
eliminate the need for re-allocating a part of one depart-
ment's expense once that department has been closed out. 
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TABLE IV 
ILLUSTRATIVE EXPENSE ALLOCATION SUMMARY 
TOTAL SAVINGS 
Advertising 2,000 900 
Bad Debts 750 
Depreciation-
Building 4,000 
Furniture & Fix. 1,250 300 
Dues & Subscriptions 750 100 
Examination Fees 50Q 200 
Insurance-
Deposit 1,500 1,500 
Building 600 
Furn. & Fix. 250 60 
Fidelity 100 70 
Group Life & Med. 300 50 
Debtor Life 20d 
Postage 400 180 
Rent 4,000 
Repairs & Maint~nance 1,750 
Salaries & Wages 30,000 a,ooo 
Service Contracts . 750 250 
Stationery, Print. 5()0 150 
Taxes 2,250 20 
Telephone & Telegraph 40(] 50 
Travel & Entertainment 70(] 
4a,9~q 
1,980 
4,120 
440 
22,370 
; !J!!I ;: == 
IV. COST DATA AND REPORTS 
Functional Profit and Loss Statement 
Having determined the allocation bases of the 
various costs o£ operations, and effected a distribution 
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of the se costs to departments as indicated in the illus-
trative allocation summary, it remains to make use of these 
departmental costs in analyzing the results of the period's 
operations. It is suggested that a profit and loss state-
ment be prepared on a departmental level, for the purpose of 
showing each department's results independently of other 
operations. With assumed revenues, and the departmental 
costs pr ovided in the expense allocation summary, a £unc-
tional profit and loss statement is shown on page 54. 
The functional statement is prepared to indicate 
the results of each type of operation for which the institu-
tion is responsible. Since the normal profit and loss 
statement shows one net profit figure, it is impossible to 
know from this alone whether each individual department is 
operating at a profit. It is also impossible to isolate 
an increased or decreased profit (comparing one year with 
prior years) and place the responsibility with any one 
function or operation. 
TABLE V 
ILLUSTRATIVE FUNCTIONAL PROFIT AND LOSS STATEMENT 
Gross Revenues: 
Interest-
Securities 
Loans 
Fees 
Rent 
Total 
Direct Expenses: 
Advertising 
Bad Debts 
Depreciat::l.on-
Building 
Furniture & Fix. 
Dues and Subscriptions 
Examination Fees 
Insurance-
Deposit 
Building 
Furniture & Fix. 
Fidelity 
Group Life & Med. 
Debtor Life 
Postage 
Rent 
Repairs & Maintenance 
Salaries & Wages 
Service Contracts 
Stationery, Print. 
Taxes 
Telephone & Telegraph 
Travel & Entertainment 
Allocated Expenses 
Tote.l 
Distribution of Savings 
Department Costs 
Total 
Net Profits 
SAVINGS 
$ 
900 
300 
100 
200 
1,500 
60 
70 
50 
180 
4,000 
s,ooo 
250 
150 
20 
50 
6,540 
22,370 
(22,370) 
BUILDING 
INVESTMENT 
$ 
6,000 
6,000 
(14,000 
6,600 
(7,400) 
2,170 
(5,230) 
11,230 
LOAN AND 
INVESTMENT 
50,500 
95,700 
146,200 
750 
750 
.350 
400 
300 
70 
30 
50 
200 
200 
s,ooo 
10,000 
100 
100 
200 
100 
10,500 
29,100 
20,200 
49,300 
96,900 
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SAFE 
DEPOSIT 
3,900 
3,900 
100 
50 
10 
2,000 
1,000 
1,720 
4,880 
4,680 
Note: 
-
Since there are no revenues in the savings 
department against which to set off its 
costs, they are distributed to investing 
departments as a "cost of funds invested." 
The net profits of the various departments (or 
losses, as the case . may be) will be equal in total amount 
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to the net profit figure reported on the published income 
statement, with the exception that certain necessarY. adjust-
ments may be made in the bad debt and depreciation reserves. 
Departmental Analyses 
Of particular importance is a detailed analysis 
of the departmental costs which are provided by the cost 
distribution summary and reflected in the functional profit 
and loss statement. Such a detailed analysis should cer-
tainly be made for each functional department in the institu-
tion; where time and conditions allow, a detailed analysis 
of service department costs may also prove valuable and 
result in additional expense savings. Some of the possi-
bilities of a detailed analysis of functional department 
costs are indicated in the following discussion. 
In the investment department of the institution 
are grouped all of the costs relating to the investment 
functions, whether they be in the nature of securities 
transactions, loans on real estate mortgages, or loans of 
another type. For purposes of detailed unit analysis, it 
is essential that these loan and investment co~s be further 
broken down into amounts relating to each type of investment. 
Thus a portion of the total cost will pertain to the securi-
ties investment and all transactions therein effected; a 
' .. 
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portion will pertain to real estate loans and relate to all 
activity concerned with them; and a portion of the total 
will pertain to other loans and similar activity experienced 
therewith. 
Each type of expense must be considered separately 
in this breakdown, to the end that an accurate arrangement 
or distribution of costs be effected. Bad debt expense must 
be charged solely to lending functions, with no portion 
accruing to investments in securities. Advertising expense, 
since it bears no relationship to the securities investment, 
will be charged entirely to loans. Many other expenses will 
not be as easily disposed of, and must be charged to the 
separate functions on a somewhat arbitrary basis. Deprecia-
tion and rent, for example, may be charged to these functions 
on the basis of their directly allocated costs, on the basis 
of an estimate of activity in the department, or on some other 
basis which will reasonably apportion the expense. 
Having thus ascertained a total net cost for each 
distinct type of investment, it is both reasonable and proper 
to determine the portion of this cost which is applicable to 
each type or activity experienced with the particular func-
tion in question. 
Securities investment is concerned with the pur-
chase of stocks or bonds, the maintenance of the portfolio, 
the receipt and proper recording of interest and dividend 
income, and the ultimate sale of the securities. A portion 
of the applicable salary expense, based on a time study of 
the various operations, will be charged to the purchase, 
maintenance, and sale of investment securities. Costs o~ 
57 
the ins titution's investment committee will be charged against 
both the purchase and sale activity. Depreciation and other 
costs applicable to office equipment must be allocated to 
all activities in securities based on the extent to which 
this equipment is used in recording or computing purchases, 
incomes, and sales. A period study may be relied on ~or 
the proper apportionment of these costs, or they may be 
distribu ted on an estimated basis, with discretion as a 
most use~ul guide. In a similar manner, all other expenses 
may be charged to some or all of the securities investment 
activity. Once this has been accomplished, the cost o~ any 
one. isol ated transaction will be t.he total cost o~ that type 
o~ activity divided by the number of such transactions 
occurring in a given period. It thus becomes possible to 
establish with a reasonable degree o~ certainty that the 
cost o~ purchasing $1000 worth o~ bonds is $x.xx; that it 
costs an additional $.xx per month to carry them in the 
portfolio (recording all interest receipts and accruals); 
and that it costs $x.xx per $1000 to sell them. Such in-
formation is of greatest value in comparing securities with · 
loans of various types, and in comparing securities trans-
actions o~ the current year with similar transactions in 
preceding periods. 
The lending activities of the loan and investment 
department are concerned with the granting of loans and all 
incidental activity relating thereto; the carrying of loans 
over a period of time and the receipts of payments of both 
principal and interest; the losses or gains resulting from 
foreclosure and sale of mortgaged properties; and the neces-
sary arrangements involved in the final repayment of a loan. 
Here again, salary expense will be apportioned on the basis 
of time spent in each of the various types of operation. 
Le gal expense will be charged against the loans granted 
during the period, to the extent that it was incurred in 
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title searches and the like. It will also be proportionately 
charged to foreclosures and sales of property where applicable. 
Other expenses must suffer an arbitrary allocation to the 
various functions of the investment in loans division. 
Based on the above apportionment of lending costs, 
figures may be obtained which will indicate the cost to 
institut e a loan (relating in part to the size of the loan, 
and in part to the number of loans made in a period), the 
cost per d·ollar of v.alue to carry each loan (including inter-
est and principal payments), and the cost to retire each 
loan when it is fully paid. Based on these figures, manage-
ment's policy with regard to interest rates for each type and 
size of loan will be more in keeping with actual cost condi-
tions pertaining to them. 
In the savings deposit department are all costs 
which pertain to the receipt of funds for deposit (opening 
of new accounts and additional deposits in established 
accounts), periodic withdrawals of deposit funds, safekeep-
ing of funds in the hands of the department, recording of 
all changes in account balances including computation and 
recording of interest or dividend credits, and miscellan-
eous items and services provided for the benefit or con-
venience of depositors. 
Certain costs in this department are related to 
the size of savings deposit accounts. A good example of 
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this is the cost of deposit insurance. Such a cost is properly 
charged to all accounts on the basis of the amount of average 
balance during the period under study. This size cost is 
thus associated with the dollar value of the accounts, and 
is to be considered as a cost of carrying the accounts as 
opposed to a cost of transactions occurring within them. 
Over a period of time, then, each deposit account incurs a 
cost based on its size, and this, together with other size 
costs and basic or "account" costs is used to determine the 
total cost of carrying an account for a specific period. 
Costs of a different nature are well illustrated 
by a part of the departmental bookkeeping expense. The por-
tion of this expense related to the recording of deposits 
and withdrawals varies with the number of such transactions 
during the period, and has no direct bearing on the relative 
sizes of the account balances. Other costs of the depart-
ment are also considered to bear a direct relationship to 
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the amount of transactions in the accounts rather than to 
their r espective sizes~ and a total of these activity costa, 
when d i vided by the number of individual transactions exper-
ienced~ indicates a reliable unit cost for a deposit or a 
withdrawal. Based on these figures, it may be easily deter-
mined that accounts with more than usual activity are more 
expensi.ve to maintain, and the point at which such an account 
become s non-productive is readily calculated. 
In addition to the size and activity costs in the 
savings deposit department~ there are those incurred in 
opening and maintaining an account. To the extent that more 
expense is involved in opening an account than in receiving 
and recording additional deposits~ this excess time cost 
becomes basis to the account from the very beginning. Cer-
tain other costs which are not related either to the size 
of the account or the activity which is experienced t herein 
are considered to be basic or account costs. Such a cos t 
is that of computing periodic dividend credits to the accounts. 
This cos t does not vary with the amount of funds on deposit, 
or with the activity that occurs to varying degrees in 
difrerent accounts. It is a periodic adjustment made 
necessary by the payment of dividends~ and it is related 
only to the number of accounts in existence at a given time. 
In addition to the costs relating directly to 
savings transactions, there may arise certain other trans-
actions to which a portion of the total departmental expense 
will be allocated. Often cashier's checks are issued for 
the convenience of customers, and the bank may cash personal 
checks as an accommodation service. Transactions of this 
nature give rise to costs which must be apportioned to the 
individual accounts of such customers. 
The cost to be ultimately charged against each 
savings account and deducted, along with dividends, from 
net earnings of invested funds will be composed of (1) the 
initial cost of opening the account, (2) the costs of sub-
sequent deposits and withdrawals, (3) the cost of computing 
interes t on the appropriate periodic balanc·es, (4} the costs 
incurred in services to customers, and (5) the expenses 
which are incurred over a period of time and due solely to 
the existence of the account. 
The cost of opening a savings account is measured 
primaril y in terms of the time taken to follow through the 
procedure. Such a cost depends on the salaries of tellers, 
the equipment used in recording the initial deposit, and 
such apportionment of' other expenses as are felt to relate 
to this one type of transaction. The costs of deposits and 
withdrawals are determined in essentially the same manner, 
but will ordinarily be less time-consuming, and, as a con-
sequence, will incur a proportionately smaller part of the 
cost of the department. 
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The cost of computing interest on the balance of a 
given account will depend also on the time consumed in the 
operation, but it will take into consideration the total of 
accounts rather than the individual transactions within one 
account. For all practic&l purposes, it costs no more to 
compute the interest accruing on a large account balance 
than that on a small balance. This basic cost will be the 
same for each account open at the time the computation ~s 
made, whereas activity costs will vary with each account. 
The costs of cashier's checks &nd other similar 
items are activity costs to be allocated to the customers 
for whom these services were rendered. The cost of each 
item will include a portion of salaries expense determined 
by the amount of time spent on this type of transaction, 
a portion of stationery and printing expense, and portions 
of the various indirect expenses attributable to the depart-
ment. 
Basic costs of the department chargeable to the 
savings accounts may be directly associated with the balances 
of the accounts, as with the deposit insurance, or may be 
allocable to all accounts on an equal basis. Rent expense 
chargeable to the savings department will ordinarily be 
divided equally among the several accounts. Building dep-
reciation, building insurance, real property taxes, and 
other like items will be treated similarly. Thus all costs 
which cannot be effectively apportioned on the basis of 
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account activity must be charged to the accounts either in 
relation to their size or their number. 
A schedule showing the possible distribution of 
savings department costs ia illustrated at page 64. Balances 
are grouped according to size, and four classifications are 
used i n the illustration. It is assumed for this purpose 
that each account has a balance equal to the higher limit 
of its classification (i.e. all accounts with balances 
"under $50" are assumed to be equal to $50). Costs are 
distributed to the various classifications, and the effect 
on profits for each size of account is illustrated both 
before and after dividends have been deducted. 
Such an analysis of savings department costs is 
of primary importance in formulating dividend policy. It 
is seen that smaller accounts generally are unable to pay 
their way, and the losses sustained here must be made up 
through savings in the larger accounts. While bank manage-
ment may be well aware that smaller accounts are non-produc-
tive, it is a question of fact as to where the line is 
drawn and what items or practices are responsible for this 
inequity. 
Specific Departmental Costs 
For purposes of indicating the cost experience of 
several local institutions, the following discussion is 
focused on specific departmental operations and results. 
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TABLE VI 
DEPARTMENTAL COST ANALYSIS (SAVINGS) 
BALANCES UNDER 50 50 TO 100 100 TO 500 OVER 500 
Number of accounts 100 150 70 30 
- -Basic cost • • $ • $.90 per account 90 135 63 27 
Size cost 
1.2% of balance 60 180 -l20 180 
Activity cost 
$.40 per account# 40 60 28 12: 
Total departmental 
costs 190 375 511 219 
Investment income 
3% of balance 150 450 1050 450 
Net Protit (Loss) (40) 75 539 231 
Dividend (1%) 50 150 350 150 
Net addition to 
(deduotion :from) 
surplus (90) (75) 189 81 
= = 
# Activity costs are assumed to be the same 
for each account. 
Note: Each account balance i s assumed to be equal 
to the higher limit of the classification. 
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TOTAL 
350 
• 315 
840 
140 
1295 
2100 
805 
700 
105 
= 
The data result from varying degrees of cost analysis, and 
are based on facts and figures peculiar to the individual 
institut ions. 
In the experience of one bank for the year ended 
December 31, 1952, the cost of originating a mortgage loan 
averaged $47.46. Based on an average originated loan o~ 
$13,406, the rate per dollar of loan was determined to be 
.35%.* To the extent that loan costs vary with the size of 
the loan, the rate is significant; to the extent that loan 
costs are composed of expenses which do not vary with size, 
the rate is somewhat deceptive. When it is realized that 
many different costs must be considered in determining the 
originating cost of a loan, it is seen that for any one type 
of loan the cost becomes proportionately less as the amount 
increases. With this in mind, it is of considerable value 
to consider construction loans, for example, aa distinct 
from other types requiring less inspection cost, and to 
consider other factors having a direct bearing on the initial 
cost. 
This same institution reported a servicing cost 
o£ $14.92 per loan, which includes collection, bookkeeping, 
taxes, etc. This cost, when related to an average loan 
balance of $13,897, indicates a rate of .11% of the loan.** 
* 13. 
** 13. 
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Again, to the extent that this computation concerns all loans 
on mortgages, including loans with various types of collection 
bases ranging from quarterly payment loans to monthly payment 
loans, and including VA and FHA loans with their increased 
paper work, the rate may be considered unreliable. To secure 
a more accurate rate, each· basic type of loan should be con-
sidered individually, and costs accordingly segregated as 
to basic loan type. 
The cost of opening a new savings account was 
determined by one institution to be approximately $1.00, 
while the cost of a subsequent deposit or withdrawal trans-
action was set at $.5o.* It will be seen that the cost of 
opening the account is basic to all accounts under study, 
and ths.t the cost of deposit and withdrawal activity is 
considered on an individual basis. Thus the total net cost 
of any account will depend to a large extent on the amount 
of such activity occurring therein in a given period. 
The cost of issuing a cashier's check in the same 
bank was determined to be $.15.** To the extent that this 
cost is not orfset by a charge for the service, any excess 
must be charged to the depositor's account in the same 
manner as the cost of a deposit or withdrawal transaction 
is allocated. This cost, on an individual account basis, 
* 14. 
** 14. 
will vary directly in proportion to the number of such trans-
actions in the period under study. 
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The cost of calculating interest on a savings account 
balance was reported by one institution as $.25.* This cost 
is a periodic charge against each account, regardless of its 
relative size. 
* 14. 
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SUMMARY 
"Unfortunately, cost accounting for banks has been 
made to appear more difficult than is justified. There seems 
to be no good reason why any servicing officer cannot deter-
mine his servicing costs, without any prior knowledge of the 
theory or practice of cost accounting. Certainly it will 
take some indoctrination, and will require perseverance--but 
the results will be worth the effort."* 
These words, written by a member of the American 
Banker 's Association at a time when he was publishing a 
thesis on mortgage servicing costs, contain more than a 
bare grain af truth. While some knowledge of the theory 
and practice of cost accounting is to be considered desir-
able, there is truly every reason to believe that banking 
personnel are capable of performing all the necessary opera-
tions in carrying out a plan of cost analysis. 
For even the most superficial analysis of costs, 
there is a benefit to be realized. As more time is spent 
in the detailing and distribution of banking costs, the 
benefits to management at the policy-making level accrue 
* 10, P. 246. 
manyfold. Costs are an integral part of the banking busi-
ness, as they are of any other enterprise, and to an almost 
complete extent are already existent on the institution's 
books of record. With minor adjustments, they become the 
raw material for an endless chain of final products. 
The analysis of savings department costs has aom-
manded the attention of many cost-minded commercial bankers 
in recent years. The same cannot be said, however, of the 
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mutual savings institutions. The situation is well expressed 
by Mr. N. Preston Breed, Treasurer of the Provident Institu-
tion for Savings: "Since the institutions are mutual in 
nature, the pressure of the profit motive has been lacking 
to force reduction of service dictated by cost considera-
tions."* 
A pamphlet entitled ANALyzE YOUR SAVINGS ACCOUNTS 
has been published by the American Banker's Association to 
direct attention of member institutions to the benefits ob-
tainable through analysis of savings department data. A 
service is offered by the Association for detailed analysis 
of savings department data supplied by the individual member 
banks on IBM mark-sensing cards. The following are but a 
few of the questions to be answered by the Association on 
the basis of such a study:~~ 
* 13. 
·)Hi- 5. 
(1) 
(2) 
(3) 
(4) 
"What is your interest cost for accounts 
in various classifications, broken down 
as to size, activity, age of account, 
etc.?" 
"Is your advertising program directed at 
the proper a~e, occupation, and geograph-
ical groups? 
"Considering the mortality rate among 
your new accounts (generally high), does 
the average short-lived account cover its 
maintenance cost?" 
"What results could be obtained by im-
posing various types of charges on cer-
tain accounts or kinds of activity? 
What ef'f'ect might such charges have- on 
your deposit structure?" 
70 
While this service is off'ered to commercial banking 
institutions by the Association, and has the advantage of' 
giving wide coverage to data received f'or analysis, there 
seems little reason to suppose that mutual banks could not 
benefit by undertaking, individually or in consort, a similar 
type of' analysis. Since the mutual institution is inf'initely 
more concerned with savings accounts than is the average com-
mercial bank, it 10uld seem that a thorough study and review 
of savings department data is an essential factor in any bank-
ing operation analysis. 
Through correspondence with three large mutual banks 
in the city of Boston, it was discovered that one of them had 
never undertaken any type of cost analysis. A second institu-
tion had at some time in the past derived figures representing 
costs of' certain specific operations, but had not revised or 
reviewed those figures in recent years. The third institution 
had completed its last cost study in 1952 on mortgage opera-
tions, and had never made a study or costs in the savings 
department. 
While these isolated cases are not statistically 
significant, they seem to indicate rather wall the apathy 
which is evident among mutual institutions with regard to 
cost analysis, and especially with regard to analysis or 
costs in the savings department. It would appear that a 
great deal might be accomplished in the savings department 
once the interest of banking personnel has been aroused. 
As has been indicated throughout this paper, cost 
data may be used to advantage in determining the relative 
profitability of each banking function, as compared with 
the operations of the institution as an entity. Within 
each function, certain types of activity may be sufficiently 
analyzed to determine the source of losses and the causes of 
dimini shing profits. In a sense, there is almost no real 
limit to the number and value of uses to which cost data may 
be put. 
As the pamphlet prepared by the American Banker's 
Association indicates, the larger institutions, particularly 
in the rield or commercial banking, are at present most con-
cerned with costs. This is evidenced in the interest of the 
banks collectively in determining where excessive costs are 
cutting into profits. It is necessary to the good health or 
banks in general that this trend continua. 
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Mutual savings banks, perhaps because they are 
relatively few in number as compared with commercial institu-
tions, or because they have for so long enjoyed a prosperity 
due to their strength and popularity among the savings-minded 
public, or, as Breed indicates, because they are not under 
pressure of the profit motive, have seemed reluctant to adopt 
cost analysis with any degree of unanimity. It is of course 
to the mutual institutions that this paper is directed. It 
is fe l t that they have as much to gain, or more aptly, as 
much t o lose through a reluctance to read and heed the hand-
writing on the wall, as any of the larger and more plentiful 
cownercial banks. Coat accounting actually requires no pool-
ing of efforts, but may be confined to the individual insti-
tut ion. It is a factor that may one day determine the sur-
vival of many existing banks. 
The material herein presented is an attempt at 
formulating a procedure for analysis of costs which is suf-
ficiently in keeping with the operations of a typical mutual 
savings institution, and which conforms to basic cost account-
ing principles. It is not the last word in bank costing sys-
tems, but is intended rather aa a guide to stimulate interest 
in cost analysis for the mutual banks and provide some sort 
of starting point in the procedure. It is written from the 
viewpoint of an accounting student, and stresses the account-
ing concept with more vigor than the banking process. It is 
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hoped that no principle of banking operation has been violated 
in an attempt to further the cause of cost accounting. 
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